Our economists do not appear to share these worries in the least. "If so, we shall just have to produce something else," was the response given by a leading representative of the Kiel School to warnings that Germany was well on the way towards losing its information technology industry.
* German Ambassador to Italy. Author of the book "Die japanischamerikanische Herausforderu..ng -Deutschlands HochtechnologieIndustden kSmpfen ums Uberleben" (The Japanese-American Challenge-Germany's High-tech Industries are Struggling to Survive), Verlag Bonn Aktuell, Munich, Germany.
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The Ministry of Economics also reacted in the samevein to a French memorandum demonstrating the rapidly accelerating decay of Europe's electronics industry and calling for EC measures to counteract that trend. The responding memorandum stated rather tersely: "The principle of the international division of labour as determined by comparative cost advantage applies to all fields of production, and high-technology products are no exception." According to our prevailing economic policy creed, what the economy produces and what industries it contains ought to be determined by the market alone. Government bodies are called upon toconfine their activities to creating the right conditions for competition, and hence the market, to function properly. This maxim did indeed serve us well during the Erhard era, and we owe West Germany's economic miracle to those principles. Nevertheless, it has now become quite imperative to face up to the issue of whether the maxims of the 1950s and '60s really can be applied to the present day, which is so very different in character.
The two statements of economic policy quoted above are based on two assumptions:
[] Firstly, that all industries are equal, i. e. DM 100-worth of potato chips = DM 100-worth of computer chips, [] and secondly, that every country produces and exchanges the goods in the production of which it has a comparative advantage relative to its trading partners.
The upshot of this in practical terms is that if Europe's comparative advantage happens to lie in producing potato chips that is exactly what it ought to do, exchanging them for computer chips from Japan. The theory states that both parties benefit from this division of labour, and that both score welfare gains.
The economic logic of the above is flawless-provided that one is not thinking about the future. The problems begin, however, the moment one asks which of these economies has the better prospects for the future -the potato chip economy or the computer chip economy?
Classical theory is a static theory. But we are living in an industrial revolution. What is therefore needed is a Schumpeterian, dynamic approach. The static fundamental assumptions underlying our economic policy -the idea that all industries are of equal value coupled with the theory of comparative advantage -simply do not relate to the crucial realities of today's world economy, i. e. neither to the new reality of high-tech industries nor to the reality of Japan.
In the Erhard era, the belief in the equality of value of all industries was not harmful, and indeed was of benefit to us. At that time, we were concerned with the industries of the first industrial revolution, in which Germany occupied a leading position; at that time, the market did indeed automatically regulate everything in our favour. Yet now that the second industrial revolution is upon us, this belief represents a lethal threat to our future. For the microelectronics, computer and other high-tech industries which our classical economists are so graciously willing to abandon in order "to produce something else" are not only the growth industries of the present day and the source of highly qualified, and hence well paid, jobs. They are also the strategic industries which simultaneously determine how competitive the "old" industries and services can continue to be. Any economy which forfeits its competence in these areas will become one-sidedly dependent on the supply of key components from abroad, and will increasingly tend to lose the ability to develop new equipment and plant at all.
An Old Theory
The theory of comparative advantage, in the name of which the Ministry of Economics is prepared to leave Europe's electronics industryto its fate, equally belongs to a different age.
The theory was originally developed by Ricardo at the beginning of the 19th century, and is based on the observation that different countries are endowed with different natural resources. Every country therefore has an advantage -at least in relative, if not in absolute terms-in producing those goods for which its natural resources make it most suitable:thus Britain traditionally traded wool for Portuguese wine. Early this century, the theory was expanded upon with the aid of the concept of differing "factor endowments", i. e. endowment with the factors of production of land, capital and labour. This was then able to explain why India, which was richly endowed with cheap labour, exported labour-intensive products such as textiles while it imported capital-intensive products such such as machinery from Europe and America which were capital-rich.
What this theory explains is a complementary, interindustrial pattern of trade. However, since the second world war a constantly increasing portion of world trade has consisted of intra-industrial trade, with automobiles being exchanged for other automobiles, computers for other computers, and so on. Yet such trade cannot be explained in terms of any pre-existing advantage.
Where classical theory really becomes truly irrelevant is in explaining trade in new, high-tech products. The fact that Japan today dominates the markets for memory circuits and LCD displays, or that the Americans are dominant in microprocessors and computers, whereas Europe plays virtually no major part in any of these areas, has nothing to do with differences in factor endowments. In principle, the availability of capital and of qualified labour (researchers, engineers, specialists) is similar in all three regions. This is a field in which a different law operates, namely the law of "first mover advantages", which states that whichever economy is first to establish a new hightechnoloy industry will also be the one which can keep it. In the high~ age, "comparative advantage" is no longer given, but a parameter which itself has to be produced. Thus, once a certain party has established an advantage it is almost impossible for it to be taken away again.
The last point is a crucial one. It can be explained by the fact that the new, large-scale technologies of the age of information such as super-integrated chips, liquid-crystal displays, telephone exchange systems, super computers, etc. have a number of unconventional economic characteristics which render the classical perfect competition model inapplicable:
[] To begin with, there is the factor of the high level of fixed costs, covering research and development, production plant construction and so on, which frequently run into billions. Huge production runs are then necessary to amortize those costs. Thus the markets in these new,
